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The  State  Compensation  Mutual  Insurance 
Fund's  (State  Fund)  major  mission  is  to  offer  an 
alternative  workers'  compensation  insurance 
program  to  Montana  employers  at  the  lowest  cost 
possible  and  pay  the  statutory  benefits  to  their 
injured  workers.  The  State  Fund  will  continue  to 
improve  its  services  in  the  areas  of  safety, 
alternative  products,  claims  management  and 
medical  cost  containment. 

During  its  first  full  fiscal  year  of  operation,  the 
State  Fund  provided  workers'  compensation 
coverage  to  its  poUcyholders  and  their  injured 
workers.  The  State  Fund  endeavored  to  improve 
the  workers'  compensation  system  in  Montana 
and  find  solutions  to  its  problems.  This  included 
working  Avith  employers,  legislators  and  the 
pubUc;  returning  injured  workers  to  employment; 
implementing  safety  programs  and  improving  cost 
containment  practices.  Some  of  these  efforts  will 
be  discussed  in  the  following  pages  of  this  report. 
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Chairman^s 
Message 


I  am  pleased  to  present  the  1991  Annual  Report  for 
the  State  Compensation  Mutual  Insurance  Fund, 
highhghting  our  first  full  fiscal  year  of  operation.  Our 
intent  is  to  give  the  reader  a  better  understanding  of  the 
State  Fund's  purpose,  recent  accomplishments,  future 
objectives,  and  financial  condition. 

Since  the  Fund's  inception  on  January  1,  1990,  the 
Board  of  Directors  has  faced  a  formidable  challenge  in  its 
mission  to  provide  our  customers  the  best  possible 
service  at  the  lowest  possible  cost  and  still  maintain  a 
financially  sound  fund.  Meeting  this  challenge  requires 
difficult  decisions.  The  long  term  solvency  of  the  State 
Fund  is  the  driving  force  behind  each  of  our  board's 
policies.  Long  and  short  term  policies  must  move  the 
State  Fund  towards  financial  success  just  as  any  other 
insurance  company. 

Our  board  takes  its  stewardship  role  very  seriously. 
The  greatest  service  we  can  provide  to  our  policyholders 
and  their  injured  employees  is  to  maintain  a  sound 
financial  base  while  providing  quality,  cost-effective 
service  for  Montana's  working  men  and  women.  We  will 
not  settle  for  anything  less. 


James  T.  Harrison,  Jr. 
Chairman 
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PRESIDENrS 

Message 


The  1991  Annual  Report  for  the  State  Compensation 
Mutual  Insurance  Fund  reflects  its  first  fiill  fiscal  year  of 
operation.  I  am  pleased  to  report  that  this  first  year 
ended  with  a  positive  fund  equity  of  approximately  $2 
milhon. 

Our  continuing  commitment  to  both  our 
pohcyholders  and  their  injured  employees  is  to  provide 
the  maximum  level  of  service  at  the  lowest  possible 
premium  while  still  maintaining  a  sound  actuarial  fund. 
With  over  26,000  policyholders  representing  nearly  85% 
of  Montana's  employers,  our  task  is  difficult.  However, 
a  quick  recap  of  the  fund's  more  noteworthy 
accomplishments  during  FY  91  best  exemplifies  our 
efforts  toward  meeting  this  commitment. 

1.  A  three-tiered  billing  system  which  charges  lower 
rates  to  policyholders  with  low  liabilities. 

2.  Establishment  of  an  audit  staff  to  perform  on-site 
and  desk  audits  to  ensure  proper  premium 
payment. 

3.  Increasing  the  claims  staff,  which  reduced  the 
claims  workload  per  examiner. 

4.  Implementing  an  aggressive  program  for 
providing  early  vocational  rehabilitation  services, 
resulting  in  a  34%  reduction  in  rehabilitation 
services  costs  in  FY  91. 

5.  Increasing  our  efforts  in  medical  cost 
containment,  resulting  in  reduced  overall  medical 
costs  to  the  State  Fund  and  our  policyholders  by 
an  estimated  $13  million  in  FY  91. 

6.  Implementation  of  an  automated  phone  system 
which  provides  both  our  policyholders  and 
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PRESIDENrS 

Message 


(continued) 


claimants  with  increased  access  to  the  policy 
services  and  claims  staff  in  order  to  respond  to 
questions  or  concerns. 

These  are  but  six  representative  examples  of  our 
many  accomplishments  in  FY  91  by  the  dedicated  efforts 
of  the  State  Fund's  Board  of  Directors  and  its  employees. 

The  State  Compensation  Mutual  Insurance  Fund  is 
off  to  a  sound  start.  However,  we  must  keep  exploring 
new  and  innovative  methods  for  providing  quality 
service  while  containing  costs.  To  meet  the  challenges  of 
the  90's  and  beyond,  State  Fund  must  continue  to  be 
proactive  in  its  management  style.  The  board,  officers 
and  staff  are  dedicated  to  ensuring  the  continued  success 
of  the  State  Fund  for  generations  to  come.  With  the 
assistance  of  our  policyholders,  we  cannot  fail. 


Patrick  J.  Sweeney, 
President 
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COVERAGE 


The  26,407  policyholders  insured  by  the  State  Fund 
represent  approximately  85%  of  the  employers  in 
Montana.  We  insure  virtually  all  of  the  small 
businesses  and  high  risk  employments  in  Montana. 
Fifty-eight  percent  (58%)  of  our  policyholders  pay  $1,000 
or  less  in  premium  annually.  Our  coverage  extends  from 
one  or  two  person  businesses  to  multimillion  dollar  per 
year  organizations. 

The  State  Fund  initiated  several  operational 
enhancements  to  improve  services  to  our  policyholders. 
Among  these  are  an  automated  telephone  system, 
enhanced  information  availability  and  tiered  billing. 

The  automated  phone  system  provides  our 
policyholders  increased  access  to  the  Policy  Services  staff 
when  they  have  concerns  and  questions.  Enhancements 
to  our  computer  system  gives  greater  and  more  rapid 
access  to  policy  data,  decreasing  the  response  time  to 
employers.  A  three  tiered  billing  system  has  been  put  in 
place.  This  system  allows  us  to  charge  lower  rates  to 
policyholders  with  low  liabilities  and  higher  rates  to 
those  with  greater  losses.  This  program  was  generally 
applied  to  policyholders  with  annual  premium  between 
$1,000  and  $3,000. 
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PREMIUM  BY  INDUSTRY 
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AUDIT 


Accurate  reporting  and  classification  of  payroll, 
benefits  all  policyholders  because  of  the  "shared  risk" 
nature  of  insurance.  In  October  1990,  the  State  Fund 
developed  its  own  audit  capabilities  to  carry  out  timely 
and  accurate  audits  to  assure  the  proper  premium 
payment. 

The  staff  conducted  270  individual  on-site  audits  and 
113  desk  audits  during  the  year.  These  audits  generated 
nearly  $619,698  in  additional  premium  and  about 
$82,650  in  policyholder  refunds  or  credits. 
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SAFETY 


The  State  Fund  added  personnel  during  FY  91 
bringing  the  staff  to  a  total  of  eight  well-trained 
professionals  located  across  Montana  with  the  specific 
role  of  assisting  employers  in  the  development  and 
implementation  of  successful  loss  prevention  and  safety 
programs. 

Due  to  the  number  of  policyholders  and  the  limited 
size  of  our  staff,  these  consultants  typically  work  directly 
with  those  highly  motivated  policyholders  with  the  very 
highest  loss  ratios.  Over  recent  years,  the  efforts  of  this 
staff  show  significant  reductions  in  lost-time  injuries  for 
those  policyholders.  One  company  saw  its  liabilities  drop 
from  $270,000  in  1986  to  $62,000  in  1990.  Another 
company  saw  theirs  drop  from  $406,000  in  1986  to  less 
than  $20,000  in  1990. 

Our  Safety  Incentive  Program  provides  premium 
reductions  to  employers  who  meet  specific  criteria  and 
who  have  exhibited  strong  commitment  to  a  well- 
designed  safety  program.  Our  consultants  worked  with 
nearly  40  employers  during  FY  91  who  were  active  in 
this  program.  Nearly  $150,000  in  premium  rebates  was 
returned  to  policyholders  as  an  incentive  for 
implementing  an  approved  loss  prevention  program. 
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CLAIMS 
MANAGEMENT 


Our  claims  staff  continued  to  provide  services  and 
benefits  to  injured  workers.  New  work-related  accidents 
reported  during  the  period  increased  by  458  from  the 
previous  year  to  21,796.  Lost-time  claims  went  down  by 
159  claims  to  3,799  for  FY  91. 

Each  week  the  State  Fund  paid  about  $649,236  in 
medical  benefits  and  issued  $1,566,594  in  compensation 
payments.  Additional  staff  was  hired  and  trained  which 
reduced  the  claims  work  load  to  326  per  examiner  at  the 
end  of  FY  91  as  compared  to  nearly  378  claims  per 
examiner  at  the  end  of  FY  90. 

The  next  year  we  plan  to  remove  the  direct  claims 
load  responsibilities  from  the  supervisors.  This  will 
slightly  increase  the  other  examiners  workload  but  free 
up  time  for  supervisors  to  monitor  claims  management 
practices,  supervise  staff  and  become  involved  with  the 
more  difficult  claims. 
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INJURIES  REPORTED 
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REHABILITATION 


The  Benefits  Department  implemented  a  proactive, 
aggressive  program  for  providing  early  vocational 
rehabilitation  services.  We  implemented  new  guidelines 
with  a  structured  fee  schedule,  a  status  system  to  better 
delineate  the  scope  of  services  required  and  intensified 
the  management  of  rehabilitation  services. 

Rehabilitation  of  injured  workers  in  FY  91  increased. 
The  number  of  referrals  increased  from  1,364  in  FY  90 
to  1,663  in  FY  91.  Although  the  number  of  claims 
referred  for  rehabilitation  services  increased,  the  average 
cost  per  referred  claim  was  significantly  reduced.  The 
average  cost  for  total  closed  rehabilitation  claims  was 
down  from  $1,771  in  FY  90  to  $1,415  in  FY  91. 

The  rehabilitation  services  focused  on  early  return  to 
work  and  return  to  work  with  the  employer  at  the  time 
of  injury.  Twenty-six  percent  (26%)  of  claims  closed 
resulted  in  release  to  or  return  to  work  with  the 
employer  at  the  time  of  injury.  Thirty-five  percent  (35%) 
resulted  in  release  to  or  return  to  work  to  other  jobs. 
The  other  remaining  claims  were  settled,  resolved  or 
rehabilitation  services  suspended  due  to  other  reasons. 
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MEDICAL  COST 
CONTAINMENT 


Increased  efforts  in  the  area  of  medical  cost 
containment  paid  dividends  over  the  past  fiscal  year. 
The  State  Fund  utilizes  two  major  cost  containment 
procedures  to  minimize  escalating  medical  costs.  The 
first  is  an  automated  computer  system.  This  system 
analyzes  each  medical  bill,  reduces  it  to  the  proper 
amount  allowed  under  the  established  medical  fee 
schedule,  ehminates  duplicate  payments  and  generates 
the  data  necessary  to  pay  the  bill. 

In  addition,  every  medical  bill  is  carefully  reviewed  by 
the  claims  examiner  assigned  to  the  claim  to  assure  the 
medical  services  relate  to  the  injury,  the  provider  is 
authorized,  and  the  service  is  necessary  and  reasonable. 
If  questions  or  concerns  arise,  medical  consultants  are 
available  to  assist  examiners  in  making  correct  decisions 
regarding  medical  appropriateness. 

These  two  cost  containment  procedures  reduced 
overall  medical  costs  to  the  State  Fund  and  its 
poUcyholders  by  about  $13  million  during  FY  91. 
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INDUSTRY  COMPARISON 


Plan  I  -  Self  Insurance 

1988-89 

1989-90 

1990-91 

Number  of  employers  enrolled 

47 

45 

46 

Gross  annual  payroll* 

$659,883,509 

$665,071,607 

$977,590,700 

Number  of  work  injuries  reported** 

4,555 

4,962 

5,237 

Number  of  claims  filed*** 

752 

648 

723 

Compensation  benefits  paid 

$10,154,710 

$11,701,869 

$11,698,407 

Medical  &  burial  benefits  paid 

$4,672,347 

$5,205,136 

$5,525,248 

Uninsured  employers  assessments 

$3,000 

$3,000 

$1,000 

Plan  II  -  Private  Carrier 

1988-89 

1989-90 

1990-91 

Number  of  employers  enrolled 

4,915 

4,584 

4,397 

Annual  premium* 

$53,078,985 

$50,995,172 

$42,915,946 

Number  of  work  injuries  reported** 

6,760 

6,384 

5,129 

Number  of  claims  filed*** 

1,454 

1,135 

989 

Compensation  benefits  paid 

$29,495,207 

$22,378,385 

$23,588,298 

Medical  &  burial  benefits  paid 

$9,840,916 

$9,504,860 

$10,405,702 

Uninsured  employers  assessments 

$4,000 

$6,000 

$2,000 

Plan  III  -  State  Fund 

1988-89 

1989-90 

1990-91 

Number  of  employers  enrolled 

26,172 

26,149 

26,407 

Annual  premium 

$88,448,120 

$93,795,170 

$102,448,520 

Number  of  work  injuries  reported** 

20,071 

21,338 

21,796 

Number  of  claims  filed*** 

3,901 

3,958 

3,799 

Compensation  benefits  paid**** 

$67,109,189 

$61,810,348 

New  Fund  Injuries 

$6,613,464 

Old  Fund  Injuries 

$74,849,444 

Medical  &  burial  benefits  paid**** 

$30,628,254 

$31,671,521 

New  Fund  Injuries 

$10,057,370 

Old  Fund  Injuries 

$23,702,935 

Uninsured  employers  assessments 

$21,000 

$17,000 

$12,000 

Figures  shown  on  calendar  year  basis. 

Figures  shown  are  for  all  work  injuries  reported  within  the  fiscal  year  regardless  of  the  date  of 

injury. 

Figures  shown  are  for  all  lost  workday  claims  filed  within  the  fiscal  year  regardless  of  the  date  of 

injury. 

By  law,  the  State  Fund  now  separates  injuries  between  "old"  law  and  "new"  law  injuries  based 

upon  the  accident  date.   "New"  law  applies  to  injuries  on  or  after  July  1,  1990.   "Old"  law  applies  to 

all  injuries  prior  to  July  1,  1990.   Under  the  "new"  law,  the  State  Fund  must  keep  on  an  actuarially 

sound  basis. 
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STATE  FUND  COMPENSATION  &  MEDICAL  BENEFITS 
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COMPENSATION 


MEDICAL 


*    The  FY  91  column  shows  both  "old  fund"  and  "new  fund" 
compensation  and  medical  benefits  paid.  See  page  14 
footnote  (****)  for  further  explanation. 
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BENEFITS  PAID  IN  FY  91  CLAIMS  FILED  IN  FY  91 
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FINANCIAL  STATEMENTS 


BALANCE  SHEET  -  NEW  FUND 
JUNE  30,  1991 


ASSETS 


Cash  in  Treasury 

Premium  Receivable 

Interest  Receivable 

Short  Term  Notes  &  Loans  Receivable 

Long  Term  Notes  &  Loans  Receivable 

Adjusted  Accounts  Receivable 

Property  Held  in  Trust 

Investments: 
Mortgages 
Corporate  Securities 
Short  Term  Investment  Pool 
Long  Term  Securities  on  Loan 


$88,539 

987,998 

35,840,900 

2,000,000 


$1,232,799 

27,748,180 

697,164 

261,391 

32,000,000 

618,208 

9,482,592 


Total  Investments 

Supplies  Inventory 

Expense  Advances  to  Employees 

Equipment 

Less  Accumulated  Depreciation 


$1,059,622 
(175,819) 


38,917,437 
58,689 
11,924 


Net  Equipment 
Intangible  Assets 
Prepaid  Expenses 


883,803 

29,213 

955 


TOTAL  ASSETS 


$111,942,355 


LIABILITIES  AND  FUND  EQUITY 


LIABILITIES 

Adjusted  Accounts  Payable 
Advance  Deposits 
Compensated  Absences 
Actuarially  Estimated  Claims 


FUND  EQUITY 

Contributed  Capital 
Unrestricted 

TOTAL  LIABILITIES  AND  FUND  EQUITY 


$1,171,885 

17,114,600 

395,075 

91,225,000 

$109,906,560 

12,019,439 

(9,983,644) 

2,035,795 

$111,942,355 
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STATEMENT  OF  OPERATIONS  AND  CHANGES  IN  FUND  EQUITY 

NEW  FUND 
FOR  FISCAL  YEAR  ENDED  JUNE  30,  1991 

INCOME 


Gross  Earned  Premium 
Less:      Reinsurance  premium  paid 
Safety  incentive  refunds 

Net  Earned  Premium 
Interest  Earnings  on  Investments 
Interest  Earnings  on  Loan  to  Old  Fund 
Other  Income 


$102,828,111 
(231,029) 
(148,562) 


$102,448,520 

2,479,764 

568,461 

45,199 


Total  Income 


$105,541,944 


EXPENSES 


Claims  Expenses: 

Compensation  Benefits 

Medical  Benefits 

Increase  in  Actuarially  Estimated  Claims 

Total  Claims  Expenses 

Other  Expenses: 

Operating  Budget 
Rehabilitation  Assessment 
Structured  Settlements  -  Interest 
Miscellaneous  Expenses 

Total  Other  Expenses 


$6,613,464 
10,057,370 
91,225,000 

$107,895,834 


$6,892,973 

382,779 

0 

354,002 

$7,629,754 


Total  Expenses 


RESULTS  OF  OPERATIONS 


Increase  in  Contributed  Capital 


115,525,588 

($9,983,644) 

12,019,439 


FUND  EQUITY  -  JUNE  30,  1991 


$2,035,795 


Page  -  18 


ACTUARIAL  OPINION  LETTER 

Suite  1700 

333  Bush  Street 

San  Francisco,  CA  94104-2831 

415362-7834 

Facsimile:  415  773-3071 


Tillinghast 

I  a  Towers  Perrin  company 


Management  Consultants 
and  Actuaries 


STATEMENT  OF  ACTUARIAL  OPINION 
For  the  Year  Ended  June  30,  1991 


I,  Robert  E.  Meyer,  am  associated  with  Tillinghast,  a 
Towers  Perrin  company.   I  am  a  Fellow  of  the  Casualty 
Actuarial  Society  and  a  Member  of  the  American  Academy  of 
Actuaries  and  meet  the  Academy's  qualification  standards 
for  signing  statements  of  actuarial  opinion  on  casualty 
loss  reserves.   I  am  a  qualified  actuary  as  defined  by  the 
National  Association  of  Insurance  Commissioners  for  the 
purpose  of  signing  the  statement  of  actuarial  opinion  on 
casualty  loss  reserves.   My  firm  has  been  retained  by  the 
State  Compensation  Mutual  Insurance  Fund,  and  I  have  been 
assigned  to  review  the  loss  and  loss  adjustment  expense 
reserves  of  the  State  Compensation  Mutual  Insurance  Fund. 

I  have  examined  the  loss  and  loss  adjustment  expense 
reserves  listed  below,  as  shown  in  the  Annual  Report  of  the 
State  Compensation  Mutual  Insurance  Fund. 


AMOUNT 

Reserve  for  Unpaid  Losses 

$86,881,000 

Reserve  for  Unpaid  Loss  Adjustment 
Expense 

4,344,000 

TOTAL 

$91,225,000 

My  review  was  based  upon  summaries  of  exposure  and  loss 
data  and  other  related  information  of  this  company.   In 
this  regard,  I  relied  upon  the  staff  and  the  accounting  and 
management  information  system  of  the  State  Compensation 
Mutual  Insurance  Fund,  as  to  the  accuracy  and  completeness 
of  the  data.   Based  on  this  data,  I  estimated  the  loss  and 
loss  expense  liabilities  shown  above  using  actuarial 
assumptions  and  methods  and  such  tests  as  I  considered 
necessary.   My  estimates  make  no  provision  for 
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STATEMENT  OF  ACTUARIAL  OPINION 
For  the  Year  Ended  June  30,  1991 


Page  2  of  2 


the  extraordinary  future  emergence  of  either  new  classes  of 
losses  or  post-contractual  expansions  of  policy  coverage, 
nor  for  extraordinary  development  of  reserves  that  may  have 
been  established  specifically  for  these  events. 

My  review  was  limited  to  the  liability  items  shown  herein 
and  did  not  include  an  analysis  of  any  other  balance  sheet 
items.   I  have  not  examined  the  assets  of  the  State 
Compensation  Mutual  Insurance  Fund  and  I  have  formed  no 
opinion  as  to  the  validity  or  value  of  these  assets.   My 
opinion  on  the  reserves  rests  upon  the  presumption  that  all 
reserves  are  backed  by  valid  assets,  which  have  suitably 
scheduled  maturities  and/or  adequate  liquidity  to  meet  the 
cash  flow  requirements  of  the  liabilities. 

This  opinion  is  being  rendered  with  respect  to  loss  and 
loss  adjustment  expense  reserves  net  of  ceded  reinsurance. 
I  have  not  anticipated  any  contingent  liability  which  could 
arise  if  any  of  the  reinsurers  prove  unable  to  meet  their 
loss  and  loss  adjustment  expense  obligations  under  terms 
and  conditions  of  their  contracts  with  the  State 
Compensation  Mutual  Insurance  Fund. 

In  my  opinion,  the  reserve  amounts  carried  in  the  balance 
sheet  on  account  of  the  items  identified  above: 

(i)     are  computed  in  accordance  with  commonly  accepted 
actuarial  methods  and  are  fairly  stated  in 
accordance  with  sound  actuarial  principles; 

(ii)     are  based  on  actuarial  factors  relevant  after  due 
inquiry  as  to  policy  provisions; 

(iii)    meet  the  requirements  of  the  applicable  laws  of 
Montana ;  and 

(iv)     make  a  good  and  sufficient  provision  for  all  unpaid 
loss  and  loss  adjustment  expense  obligations. 


y.  Meyer,  FCAS,  MAAA 
December  6,  1991 
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